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INTRODUCTION AND SCOPE

We conducted a limited review of the renovation of Martin Street Plaza apartments to determin e
whether Department of Housing and Urban Development (HUD) funds were properly drawn an d
expended as authorized for the grant pe riod from October 28, 1994 through October 27, 1997. Our
review focused on expenditures and performance of Charis Community Housing, a non-profi t
organization that received a $900,000 HOPE | technical assistance grant to oversee the conversion
of Martin Street Plaza from public housing to homeownership unit s.  Charis was responsible to assist
and advise the resdents, assist the Atlanta Hous ing Authority (AHA) in monitoring the construction,
and financialy manage over $2.9 million in grants and donated funds to be used for projec t
renovation, job training, and resident job and business development. HUD was responsible fo r
monitoring Charis performance, reviewing draw requests, and providing technical assistance. We
conducted our review from September 1996 to March 1997.

SUMMARY OF AUDIT RESULTS

Charisdid not maintain control over the finances of Martin Street Plaza.  Charis did not support or
follow its cost allocation plan, paid ineligible labor costs from HOPE | grant funds, did not support
overhead costs, charged donated materias to the comprehensive grant, made inaccurate accounting
entries, and did not support its HOPE | draw requests. These deficiencies occurred because of the
complexity of Charis accounting system coupled with its lack of written accounting policiesan d
procedures. Charis was unable to account for the $1.7 million drawn as of November 1996 0 n
activitiesat Martin Street Plaza, and we were therefore unable to determine the reasonableness and
necessity of grant expenditures. To the extent we were able



to perform audit tests, we identified $68,826 in indligible costs.  Until Charis reconciles its accounting
records and produces support for charges and grant draws, we consider al $1.7 millionto b e
unsupported.

We concluded that Charis had provided training, technica assst ance, and counseling to Martin Street
Plazatenants as required in the HOPE | grant agreement. Charis provided various forms of training
to tenants during rehabilitation through on-the-job gpprenti ceship training, attendance at conferences,
and skill assessments.

We dso concluded that Charis mon itored the contractor and took timely action to address problems
-- to the extent it was authorized. Documentat ion showed that Charis began warning the AHA, who
had primary respongbility to monit or the construction, of the contractor's failure to perform prior to
April 1996.

Wedid not review the quality of rehabilitation work because the AHA had determined the work to
be deficient and had obtained a settlement with the general contractor's bonding company.

SUMMARY OF CHARIS COMMENTS

We discussed our results with Charis officials during the audit and at an exit conference held 0 n
March 17, 1997. Charis took responsibility for accounting errors regarding incorrect salar y
alocation, improper labor charges, incorrect accounting entries, and unsupported draw requests .
Charis disagreed that donated materia |s were improperly charged to the comprehensive grant. Also,
Charisbdieved HUD did not provide technical assistance needed during the grant and should share
the responsibility for the conditions in the report. Charis submitted documentation, which will b e
considered as part of the resolution of this report, to address some of the accounting deficiencie s
noted in this report. We revised the report where appropriate, but our recommendations remai n
unchanged.

Charis submitted written commentson April 10, 1997 to the draft report sent on February 28, 1997.
Charis comments are included as Attachment 2 to this memorandum.

BACKGROUND

Located in the Olympic Stadium venue and Atlanta's Empowerment Zone, the Martin Street Plaza
Community organized to rebound from being isolated and economically distressed. The resident s
formed Martin Street Plaza, Inc ., a non-profit community development corporation, focused on the:

- renovation of the Martin Street Plaza apartments,

- creation of permanent jobs for residents, and

- transformation of the 60 unit public housing community into a private homeownershi p
cooperétive.

Incorporated in 1993, Martin Street Plaza, Inc. was a charitable organization with 501(c)(3) tax -
exempt status. The Board of Directors consisted of 11 Martin Street Plaza residents.
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With the assistance of Southern Ministry Network, the Martin Street Plaza leadership organized a
public/private partnership with Amoc o Corporation, The Home Depot, Charis Community Housing,
NationsBank, HUD, the AHA, Georgia Housing Finance Authority (GHFA), and Summerhil |
Neghborhood Development Corporation (SNDC). The public/private partners provided funds for
the renovation and homeownership converson. Intot al, the Martin Street Plaza redevelopment was
to be funded with over $3.9 million as follows:

Award Funds
Amount Drawn*
Source of Award
$2,000,750 $526,958
$900,000 $703,141
$600,000 $471,741
$245,000 None
$100,000 $50,963
$75,000 None
$3.920.750 $1.752.803

Comprehensive grant funds from HUD awarded through the
AHA under three contracts to the joint venture and th e
general contractor?

HOPE | Technica Assistance grant awarded by HUD t o
Charis to provide technical assistance

Private donations from The Home Depot and Amoc o
Foundation

GHFA commitment to the tenant based homeownershi p
cooperative

Tenant Opportunity Program (TOP) grant funds awarded by
HUD to the Martin Street Plaza tenants association *

Heinz grant awarded by HUD to the tenants association.

Totals

The Martin Street Plaza transformation  to homeownership was to be accomplished through the joint
efforts of Charis, the resdent community, the AHA, and HUD. The AHA was responsible fo r
selection and retention of the general contractor who performed the rehabilitation. Charis assisted
the AHA in monitoring the general contractor and alerted the AHA to any problems that arose .

1 Asof November 1996.

2 Chariswas only involved with the $526,958 drawn on the two contracts awarded for $975,868 to the joint venture.
The remaining comprehensive grant balance of $1,024,882 was awarded in one contract to Norwest.

The HOPE | grant was the primary focus of our review. However, we aso reviewed certain transactions from the

donor and comprehensive grant funds to better understand HOPE | expenditures.

* We reported on TOP Grant deficienciesin audit report No. 97-AT-101-002, dated February 21, 1997. One
deficiency cited was retaining grant fund in excess of immediate needs. Charis confirmed in their written
comments to this report that $21,888 of $50,963 drawn remained in the bank.
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Chariswas ds0 respongble for financial management. Charis organized the operations around three
separate entities according to the funding awarded.

M SP Development/Charis Community Housing - Charis Community Housing created a separate
divison called MSP Development to administer the activities of Martin Street Plazaa. MS P
Development was headed by a grant manager, who was responsible for the daily operations at
Martin Street Plaza. For this division, Charis hired an accountant, a secretary, a constructio n
manager, an assistant construction manager and several laborers. Charis also provided on-the-
job training to tenants in various positions in this divison. Charis tracked donor funds an d
HOPE | Technical Assistance grant funds under the name of M SP Development.

Martin Street Plaza, Inc/MSP Contr acting - The tenants formed a nonprofit organization called
Martin Street Plaza, Inc/MSP Contracting. Martin Street Plaza, Inc./MSP Contracting wa s
legally controlled by the tenants, but Charis advised the tenants and administered the dail y
accounting activities. Four tenant board members had signature authority and responsibility for
al transactions, and Sgned legad documents such as checks usually under Charis direction. MSP
Contracting performed construction work at the project in a joint venture with a privat e
contractor. Charis maintained a separate accounting system for MSP Contracting. Charis also
tracked TOP grant funds under this accounting system.

MSP Contracting/Norwest Joint Venture - The AHA selected Norwest to be the general
contractor. MSP Contracting and Norwest formed a joint venture of which MSP Contracting
owned 51 percent. The AHA awarded contracts to the joint venture to install a security fence
and rehabilitate the exterior of the units. The tenants planned to use earnings from th e
rehabilitation work to match the $75,000 Heinz grant. One MSP tenant board member ha d
signature authority and responsibility for the transactions of the joint venture and signed lega |
documents such as checks and grant draws under the direction of Charis. Charis maintained a
Separate accounting system for the joint venture and tracked costs and earnings associated with
the comprehensive grant contracts.

The Martin Street Plaza project fatered around the spring of 1996. After severa months o f
continuous construction problems reported by Charis and the AHA, the AHA removed MS P
Contracting and Norwest for nonperformance. Thiscaused the tenants to split their support between
Charis and the generd contractor. The AHA atemptedto resolve the conflict, but was unsuccessful.
With the partnership in turmoil, the project stalled with only 26 percent of the comprehensive grant
funds drawn for the renovation. Meanwhile, Charis continued to incur salary expenses and ha d
consumed about $700,000 of the $900,000 grant by the time we completed our field work i n
February 1997.



CHARISDID NOT PROPERLY ACCOUNT FOR DRAWSOF $1.7 MILLION

Charisfailed to properly account for over $1.7 millio n drawn for the activities at Martin Street Plaza.
Charis did not support or follow its alocation plan, charged ingligible labor costs to the HOPE |
grant, did not support o verhead costs, charged donated materials to the comprehensive grant, made
inaccurate accounting entries, and did not support HOPE | grant draws. We attribute thes e
conditions to an overly complex accounting system and no written accounting policies an d
procedures. Consequently, we we re unable to determine the reasonableness and necessity of HOPE

| grant expenditures. To the extent we were able to perform audit tests, we identified a total o f
$68,826 in indigible charges. The remainder of the $1.7 million was unsupported.

Criteria

Charis was guided by various pronouncements which prescribed itsrespon  sibility to maintain accurate
accounting records and reports. Office of Managemen t and Budget (OMB) Circular A-110, entitled,
"Grants and Agreements with Institutions of Higher Education, Hospitals, and Other Non-Profi t
Organizations," subpart C section 84.21(b)(3) requires recipients to maintain effective control over
and accountability for dl funds. Recipients sh all adequately safeguard al such assets and assure they
are used solely for authorized purposes. OMB Circular A-122, entitled "Cost Principles fo r
Nonprofit Organizations,” Attachment B, paragraph 23 states the costs of materials and supplie s
necessary to carry out an award are allowable. Such costs should be charged at their actual prices
after deducting all cash discounts, rebates, and alowances received by the organization.

The HOPE | technica assst ance grant agreement (Article VII) required Charis to keep records that
would fecilitate an effective audit, demongtrate co mpliance with program requirements, fully disclose
the amount and digpogition by the recipient of the grant funds received, document the reasonableness
and necessity of each expenditure, and accumulate the tota | cost for the technical assistance program.

Cost allocation plan not supported or followed

Charis did not support its dlocation of employee saaries and benefits to the various funding sources.
Charis established an alocation plan to distribute salaries among the HOPE | technical assistanc e
grant, the TOP grant, M SP Contracting account, and donor account. Generaly, the plan called for
dlocation to four funding sources at different rates depending upon the job position. For example,
the accountant's salary was to be charged at one-third each to TOP, HOPE I, and M SP Contracting.

However, employees did not show the actual allocation of their time among different grantsan d
activities on their time sheets to support these rates.

Furthermore, Charis did not always alocate expenses according to the plan. Except for May 1996,
Charis charged all MSP related salaries incurred after March 1996 to the HOPE | grant. W e
identified at least $53,296 in indligible salary costsin our test period from January 1996 to August
1996. In addition, Charisc harged all M SP related employee health benefit costs for the entire grant
period to the HOPE | grant. We noted discrepancies such as these throughout the entire gran t
period, but due to the poor condition of accountin g records, we did not attempt to calcul ate the total
ineligible amounts charged against the HOPE | grant.



Ineligible labor costs charged to the HOPE | grant

Charis paid labor costs of at least $44,488 from HOPE | grant funds for renovation work fro m
January 1996 through August 1996. The joint venture was responsible for these costs and ha d
already drawn comprehensive grant funds to cover these payments. The joint venture should have
returned the $44,488 to Charis but never did. The grant man ager stated Charis inadvertently charged
the HOPE | grant for the wages of |abore rs working under the comprehensive grant. Charis had not
established written policies and procedures that directed the Charis accounting personnel on th e
proper treatment of |abor wages.

HOPE | grant overhead costs not supported

Charis had no support for $70,000 drawn for overhead costs. Charis retained $35,000 and pai d
$35,000 to SNDC. Charisdid not redlize over head costs had to be supported and smply drew these
amounts based on what was budgeted in the grant agreement.

Charis budgeted a total of $105,000 for overhead to be shared equally by Charis, the AHA, an d
SNDC. Chariswasrequired by the grant agreement to execute subgrant agreements with the AHA
and SNDC before disbursing any funds to them. However, Charis never executed subgran t
agreements. Charis had no support for the $35,000 paidto SNDC, and we could not determine what
services SNDC provided. Also, we found no support for the $35,000 retained by Charis fo r
overhead.

Charis did not reimburse the AHA for overh ead. Instead, Charis used the money to provide security
at Martin Street Plaza as directed by the AHA. Charis improperly recorded the costs as "AH A
Overhead," but the amounts were otherwise supported by documentation.

Value of donated materials charged to the comprehensive grant

Thejoint venture drew at least $24,338 of comprehensive grant funds to reimburse M SP Contracting
for building materias that, we determined, had been donated by The Home Depot. These draws were
flagrantly improper because no costs were incurred. Charis officials directed the joint venture to bill
the comprehensive grant for the value of the donated materials, then transfer the cash to MS P
Contracting where it was to be used for other project purposes. We confirmed Charis transferre d
these funds to M SP Contracting, but we were u nable to determine how the funds were used by MSP
Contracting.

In addition, Charis recorded another $54,830 in accounts payable to MSP Contracting in the join t
venture's accounts for other donated materials. Because the grant draws were not properl y
supported, we could not confirm whether Charis ever drew comprehensive grant funds for thes e
additional donated materials.



| naccurate accounting entries for HOPE | funds

Charis did not always record expenditures in the appropriate accounting code. Examples of suc h
errorsinclude:

- Payments for payroll taxes were incorrectly posted to each salary line item instead of th e
payroll taxes and hedlth benefits line item.

- Three expendituresfor an IRS tax levy deduction from the grant manager's salary were never
posted.

- Generd liability insurance and a generd liability insurance audit were incorrectly posted.

The independent Certified Public Accountant (CPA), hired by Charis to audit the 1994 financia |
satements, noted smilar problems. In aletter dated June 2, 1995, the CPA notified Charis of severd
issues that needed to be addressed, including the proper classification of costs.

"Accounting should be responsible for the coding of the invoices and P.O.'s (purchase orders).
However, they must be provided with sufficient information t o determine where the expenditures
should be coded. This should be provided by the individua responsible for approving th e
expenditure for payment. Improper coding of items can create areas reflected as over budge t
when they are not. Unnecessary questions or requests for reclassification from HUD can b e
avoided by proper coding.”

Charis had not established written policies and procedures to instruct accounting employees in the
proper trestment of such expenditur es. Asaresult, the general ledger accounts were inaccurate and
unreliable. We could not determine the actud amountsexp ended for each line item without retracing
and correcting all transactions during the grant period.

HOPE | grant draw requests not supported

Charis did not make draw requests based on actud expendit ures. Instead, they drew funds according
to the line item budget established in the grant application, then used the funds for any expenditure
as it came due. We compared draw requests to actual expenditures for the budget line item fo r
payroll taxes and hedth benefits. Charisdrew only $54,206 for this line item for the 21 months from
November 1994 through July 1996. However, actua expenditures for health benefits alonein just
the first 7 months of 1996 amounted to over $58,600.

The CPA addressed the reconciliation of draw requests in the same June 2, 1995 |etter mentione d
above.

"At year end, with only afew expenditures occurring, it has been extremely time consuming to
reconcile the requests for funds with the expenditures recorded in the genera ledger. Thiswill
become an even greater problem in 1995 asthe volume of  expendituresincrease. Therefore, this
reconciliation should be implemented immediately.”



Charis never implemented the reconciliation procedure suggested by its CPA firm. We could no t
reconcil e the draw requests with actual expenditures without retracing all transactions during th e
grant period.

Charis response to the draft report

Charistook responghility for certain accounting errors regarding the accounting practices for Martin

Street Plaza. Charis disagreed with the presentation that $1.7 million was not properly accounted
for. Charis stated the $526,958 in comprehensive grant funds was not their responsibility because
it was awarded through the AHA to t he joint venture. In addition, Charis claimed to have corrected

its accounting records to show an accounting for al of the HOPE | grant funds.

In an effort to correct the accounting errors for the HOPE | grant, Charis computed the tota |
ingligible salary and labor costs charged to the HOPE | grant for 1996 as $79,159 (our total wa s
$97,784). Charis stated it, "did not take these fund s for its own use, but the M SP-related accountant
amply failed to dlocate these expenses to the gppropriat e funding sources, causing the HOPE | grant
to pay for al these expenses.”

Charis does not agree that it is responsible for repaying the $24,338 billed to the Federal grant for
donated goods. Charis contended the donated materials obtained by MSP Contracting from Th e
Home Depot could be sold to any third party at cost. The sdlling of these materias to the join t
venture was smply away to provide funds to enable the residents to establish their resident-based
busnesses Thisis abusiness transaction between M SP Contracting, Inc. and the joint venture that
does not involve HUD funds and is outside of HUD's jurisdiction. Further, Charis stated th e
arrangement was known to al parties involved and verbally communicated to HUD.

Charis officials stated that the responsibility for the conditions cited in  the report should be shared
by HUD for not providing technical assistance needed during the grant. Charis stated HUD wa s
aware that the HOPE | technical assistance grant was the first of its kind in the country and Charis
first Federd grant. HUD should have monitored more closely. For example, Charis stated HUD did
not question the overhead amounts clearly shown on each draw request despite HUD's practice to
manualy review each request. Charis provided HUD 's Office of Public Housing with documentation
to support the overhead charges subsequent to completion of our field work.

Evaluation of Charis comments

We consider Charis responsible for the $1.7 million because Charis advised or directed the tenants
in conducting the joint venture business and Charisma ntained the joint venture's accounting records.
Charis dill needs to account for the $526,958 in comprehensive grant funds, the $471,741 in donor
funds, and the $50,963 in TOP grant funds. The deficiencies described in this report show th e
condition of the books and records at the time of our fiedld work. We have not audited the documents
submitted with Charis response to the draft report.



Our review showed unsupported salary charges of $53,296 and indligible labor charges of $44,488
for atotal of $97,784. We did not verify the accuracy of the $79,159 computed by Charis nor the
adequacy of the documentation submitted to HUD's Office of Public Housing  to support the overhead
computation. HUD should review this material in resolution of this report.

HUD comprehensive grant funds wer e the only funds available to pay M SP Contracting for donated
goods. Because Charis advised or directed the tenants on al financia matters and maintained th e
accounting records for the tenants, we believe Charisis responsible to repay the funds.

We did not review the extent to which HUD assisted the grantee nor whether additional technica |
assi stance would have prevented the accounting conditions cited in this report.

Recommendations:

We recommend that you:

1A. Seek support and full accounting for use of the $1.7 million drawn from the HOPE | grant ,
donated goods and funds, the TOP grant, and the comprehensive grant; review the accuracy and
adequacy of the corrections made since our field work for the HOPE | grant expenditures,; and
prohibit Charisfrom particip ating in other HUD programs if it is unable to properly account for
these expenditures.

1B. Require Charisto judtify its methodology for the $53,296 charged to the HOPE | grant contrary
to the alocation plan or seek reimbursement for the improperly allocated saaries.

1C. Seek reimbursement for the indligible contract labor costs of $44,488 charged to the HOPE |
grant.

1D. Obtain support for the $70,000 in overhead costs or seek reimbursement.
1E. Require Charisto repay the $24,338 transferred to M SP Contacting for donated goods.

1F. Require Charisto correct accounting entries in the accounting records for Martin Street Plaza,
including those related to the salaries, payroll taxes, and heath benefits.

1G. Require Charisto reconcile HOPE | grant draw requests to expenditures.

1H. Require Charis to obtain an audit for 1996.



Attachment 1

SCHEDULE OF INELIGIBLE AND UNSUPPORTED COSTS

Amount Amount
Recommendation Indigible® Unsupported®
1A $1,752,803
1B 53,296
1C $ 44,488
1D 70,000
1E 24,338
Total $ 68,826 $ 1,876,099’

®  Indligible amounts cbvioudly violate law, contract, HUD or loca agency policies or regulations.
®  Costsnot clearly digible or indligible but warrant being contested.

" Thetotal includes a duplicated amount of $123,296 for recommendations 1B and 1D.
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Attachment 3

DISTRIBUTION

Secretary's Representative, 4AS

Director, Office of Public Housing, 4APH

Audit Liaison Officer, 3AFI

Director, Field Accounting Division, 4AFF

Chief Financid Officer, F, (Room 10164) (2)

Deputy Chief Financia Officer for Finance, FF, (Room 10164) (2)

Director, Housing and Community Development, Issue Area, US GAO
ATTN: Judy England-Joseph

Audit Liaison Officer, Office of Public and Indian Housing, PF (Room 4122) (3)

Assistant to the Deputy Secretary for Field Management, SDF (Room 7106)

President, FCS Urban Ministries

Executive Director, Charis Community Housing

President, Martin Street Plaza Board of Directors

Renee Glover, Executive Director, Atlanta Housing Authority
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